
LLCPublic Knowledge,
1911 SW Campus D~ve
Federal Way, WA 98023-6473

September 6, 2005

The Honorable Christine Gregoire
Governor.of the State of Washington
PO Box 40002
Olympi~, WA 98504-0002

Deaz Governor Gregoire:

Public Knowledge, LLC is pleased to submit this Organizational and Operational Review of the
Washington State Liquor Contrd Board (WSLCB). This report would not have been possible without the
full and enthusiastic support of the Boaxd members, Administrative Director, Deputy Administrative
Director and management o£WSLCB.

The reviexv recommends an optimal organizational structure created by the delegation of additional
management responsibilities to the Administrative Director, the consolidation of the Purchasing,
Distribution and Retai] Sales Divisions into a single Retail Services Division, and the devdopment of a
plan to transition the Board from its cu~ent sixty percent salaried status to a voluntary Board meeting
monthly. The review recommends several operational efficiencies, documents and validates the revenue
projection methodology used by WSLCB and also identifies any potential public safety challenges related
to these projected trends.

We found that WSLCB leadershi~ is performing wel! and currently enjoys the strong support of
stakeholders including the regulated industdes:’The creadon of an Administrative Director and the
increasing management capabilities of WSLCB should allow the Board to successfully fulfill its policy,
legislative and judidal requirements as a voluntarybody. However, we have found operational issues of
concern: primarily the lack of cridcal infrastructure -- information technology, management infomaafion,
training resources, replacement pares for key equipment - that wil! hinder WSLCB’s ability to meet key
Agency goals, in partict~lar, increasing revenue to the state. The situation likely results from the 2\genc~s
inability to.reinvest suf~cient revenues to meet infrastructure needs and *epresents the biggest challenge to
WSLCB.

Addressing this challenge will require legislative action such as allowing WSLCB to operate in an enterprise
business model. The longtime benefits to the state, we believe, overshadow the immediate sax4ngs that
would result from converting the Board to a voluntary status. A well - planned transition to a voluntary
Board should avoid the disruption and potential lack of focus that could hinder the Agency’s ability to
meet this challenge.

Thank yon for this opportunity to be of service.

siiicer ly,

Gerry Brodsky
503.581.0878
GBmdsky@pubknow.com

DEFENDANT’S
EXHIBIT

-CASE
NO. C04-0360P

EXHIBff
NO. 587

Resp to Costeo RFP
P08497

TX587-001



Executive Summary:
Liquor Control Board Independent Review
The Washington State Liquor Control Board (WSLCB)received a request Feb. 10, 2005, from "
Gov. Christine Gregoire to conduct an independent review of the agency andresearch five areas
of performance and organization related to its dual mission of revenue generation and public
safety.

The Board hired a consultant, Public Knowledge, LLC, to conduct the independent review.
Publw Knowledge, a project specialist experienced working with business management and
technology issues, skilled in bridging the gap between e~ecutive expectations and day-to-day
operations. The firm also has substantial experience_working with boards and governmental
agencies.

This Executive Smmnaty focuses on four of the five issues outlined in the Govemor’s request:

1.Our projected revenue growth for the next fiveto 10 years
2.The impact of increasedsales on public safety
3.Operational and policy efficiencies
4. Optimum organizational structure including the board

The fifth issue, a request for an analysis of overall working relationships between employees and
managers of the WSLCB organization, w~s addressed separately in an employee survey
conducted by the Department of Personnel (DOP).

Revenue Growth Forecasting
Analysis
Public Knowledge analyzed past and current revenue trends. They found the agency’s revenue
projections of about 5 percent annual sales growth to have been accurate each of the last four
years. Revenue is projected to increase by 5.45 percent in FY 06 and 5,3 percent in FY 07.

Public Knowledge indicated that further investment in information technology infrastructure was
needed to keep pace with advaneexnents in retail soRware applications. The agency should
capitalize on this information and loons on identifying, collecting or using data that could
enhance revenue generation or forecasts.

The Report’s Recommendations
¯ The information technology system needs to support the agency’s retail business. The

system should be able to capture the necessary data either to calculate the cost of goods
sold or share appropriate data with an accounting system that can calculate this figure
down to the store level. This will ailow the agency to develop more accurate revenue
forecasts and manage retail operations more efficiently.

¯ In addition, the system should capture inventory and related revenue data in appropriat~
units for the liquor industry (i.e. bottles, cases, etc.).
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Agency’s Response
The agency has ali~ additional resource~ to improve its revenue forec~ting capabifity and
its retail management capability. The agency in~talled a new Point-of-Sale system in June 2005
with expanded inventory reporting capability and is making additional improvements to allow it
to capture additional data fo~ management use. More than $2.26 million in information
technology infrastructure improvements are scheduled for lids biennium_ It is expected that with
these improvements the system will be able to produce more accurate and timely information to
enable more informed planning and decision making~

Public Safety Challenges Related to Revenue Growth

Public Knowledge vxanfmed the relalionship between increased liquor sales and consumption
rates to determine if revenue grow~ would produce higher levels of consumptiorL Th~7
determined that recent annual sales increases have been due primarily to increases in t.he state’s
drinking-age population, not increased consumption rates.

"Based on the analysis of the current revenue forecasts and historical per capita consumption
rates, ~ere is noindication liquor consumption will increase significantly as liquor r~venue~ rise
over the short term," the report stated.

The report indicated that costs for treating alcoholism and related illnesses were increasing
nationally and that minimal growth in WSLCB revenues would not be sufficient enough to offset
the annual percentage increase in health care treatmem costs for alcohol abuse related illnesses.

The Report’s Recommendation
¯ If the revenue distribution percentage to drug and alcohol abuse treatment programs is not

increased at essentially the same rate as the growth in health care cost~, fewer individuals
seeking services will be able to receive them each year.

/

Agency’s Response
The agency is placing increased emphasis on creating a more effective statewide alcohol
awarmess effort and on working more collaboratively with the state’s treatment and prevention
communities. The 2005 Legislature provided start-up funding for the alcohol awareness
program. The agency has developed a plan for this program and is in the process of recruiting for
the alcohol awareness manager position. This will include seeking grants from federal, state and
private agencies.

Operational & Policy Efficiencies

PubitcKnowledge exanfined the agency’s operational and poficy structure to determine if recent
changns in these areas had been suc, ce~ful and to identify additional changes flu~ might increase
productivity or efficiency. Stakeholders were asked their opirdons about the agency’s current
operational smr.4ure.

In general, stakeholders are pleased with the improvements being made in the agency, which
achieves high levels of performance compared to similar control states, the report stated.
Stakeholders strongly believe the agency must continue its current emphasis on strategic and
long-range business planning to achieve continued success. An analysis of the retail supply chain
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revealed considerable performance problems and opportunities for improvements in key areas
such as product inventory and in the organizational structure of the retail supply chain operation.

"Overcoming these challenges and realizing the performance opportunities will require
gubematorial and legislative support in the 2007 session, as well as consensus-building among
stakeholders. We believe WSLCB has the requisite leadership expertise, the stakeholder and
industry support, and the confidence of the Governor. Preparing for success in the 2007
legislative session will require effort and leadership from the entire Executive Management
Team." - Public Knowledge Report

The Report’s Recommendations
¯ Future revenue production hinges on making additional investments in information

technology, management information, training resources and physical plant maintenance.
¯ A Business Enterprise Model should be considered to provide timely business decisions.

Contimted emphasis on developing a more analytical business model is a critical
component of this effort.

¯ A more unified supply chain management system should be created by combining the
divisions of Purchasing, Distribution Center and Retail Services into a single division with
a single director reporting to the Administrative Director.

Agency’s Response
The agency has created a fully loaded cost model. The next stop is to collect data and input it into
the model to create a more comprehensive analysis of the agency’s business activity. This will
be completed this fiscal year in preparation for proposing a Business Enterprise Funding mode!
to the 2007 Legislature.

The agency is considering the benefit of combining the Retail and Purehusing Divisions and the
Distribution Center into a single division with a single director reporting to the Administrative
Director. This decision is still under review.

Optimal Organizational Structure
Management Structure
Analysis
Public Knowledge examined current management responsibilities exercised by the Board and the
.Administrative Directo~ to determine if additional responsibilities should be turned over to the
director or retained by the Board.

In 2000 the Board began a transition from operational control to policy development and the
position of Administrative Director was created to manage the agency’s day-to-day operations.
In 2001, the Board approved WAC 314-42-010 delegating specific operating duties to the
Administrative Director. This action also reduced Board work time and pay to 60 percent.

The Board has continued to delegate additional administrative responsibilities to the
Administrative Director: management oversight of the policy, legislative and media relations
division and responsibility for division budgets.

This transition has helped the Board and Administrative Director and the agency focus on a
critical set of infrastructure, policy and administrative challenges that must be addressed to
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promote continued revenue growth and operational efficiency. The ability to focus on these
issues has resulted in increasing levels of stakeholder approval and support.

The Report’s Recommendation
¯ Ddegate additional management responsibilities to the Administrative Director, including

approval of product listing and de-listing approval and administrative management of the
liquor stores and update WAC 314-42-0 i0 to reflect these changes.

Agency’s Response
These items are under review and will be acted on when the report recommendations are
finalized.

Board Structure
The Govem0r requested the review should consider the benefits of further evolving the function
and structureof the Board away from operational issues and toward greater focus on policy.
Public Knowledge analyzed six similar state agencies with regulatory responsibilities and
advisory boards. The comparison found that only the Liquor Control Board has salaried board
members who are state employees.

Public Knowledge also compared the Board’s organization and span of control to boards in other
control states, which differ widely in their approach to governance. Six of those jurisdictions
have volunt~� advisory boards. Seven have boards that receive compensation and work either
full or part time. Seven of the 13 control stat~s,including Washington, have paid board
members.

The appointment of an Administrative Director, the development of a sound agency management
team, the improvement in policy issue analysis, and the creation of aitemative forums for
stakeholder participation will allow the Board eventually to execute its responsibilities through a
voluntary structure, the report indicated.

WSLCB enjoys strong support from its stakeholders and a precipitous move to avolunta~ board
could undermine that support and distract agency leadership from its more important tasks, the
report stated.

The Report’s Recommendations
¯ The organization has set in motion a process that should continue - the move from a board

whose members directly managed agency operations to a board focused on policy.
¯ A transition plan developed by the Executive Management Team, which include~ the

Board is called for to assure that the initial successes ofthe current organization can be
maintained as the move to a voluntary board is accomplished.

¯ The current Board structure should continue through.the 2007 legislative session. That is
not solely because the transition lo a voluntary board will require statutory changes. The
2007 legislative session wiI[ address WSLCB budget needs and we believe that both
legislative changes and budget enhancements are essential.

Agency’s Response
After reviewing the Public Knowledge report, the Board adopted a resolution stating it did not
concur with the report’s recommendation to transition to a voluntary board. Two Board members.
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believe there is not a dear and compelling reason to carry, out such a transition. The Board
Chairman supports the report’s recommendation to make such a transition. These
recommendations and responses are under review by the Govemor.
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Public Knowledge, LLC

Executive Summary

Introduction Governor Gregoize a~ked for an independent review
recommcndatlons for the XVashh~gton State Liquor Control t3oard
(WSLCB) itx d~e folk~vlag areas:

" Conduct a ~eview of the t3~ard mxd dxe \~LCB maaagement
structure and organization; .

¯ Prepare orgatfizadon~d alternatives h~cludhlg a recommended opthnal
organizational stuacture;

¯ Evaluate the WSLCE for perforanance and operational efficiencies;
and

¯ Research and valldat~ projections on reve~me growdx for d~e next
five to I~n years and ha light of tt~o~e prol’ect/ons to identify, potenthl
public safety, ct~lenge~ rela~ed to these projected trends.

The WSLCB eaagaged Public Kaaowledge, LLC ha aa assessme~t of its
org’arfization t~ fulfill Governor Gregoire’s request. The audience for
dae final report is dle ~.~LCB members, Agen~ management vmd die
Governor’s office.

Approach In order to have the appropriate context for making recommendations~
Public K~owledge conducted hxterviews wath.cxt~riml stakeholders~
WSLCA3 members, ~xd Agea~cy maaagemcnt. ~e also researched other
Washh~gton regulatory agcacics~ liquor control states~ cdevant statu~es,
and internal rearmament doctanents.

Using several p~ciples and legislative kxtent daat ha~ historically guided
d~e work of the Agcacy, Public Knowledge developed a set of criteria for
revdewing fl~e cu=ent orgmfi~afional structure and peffo~maace of
WSLC13. Findings for each criterion were developed breed on
understanding gained frown ou~ research. The findh~gs resulted ;,1 draft
recormnendatJons xvhid~ were presented t6 dae Executive -Manageme~
Team (EMT) FZvlT suggested ctntnges, requested fu~thex analyses, and
completed a brief survey.. Tiffs report hxcorpo~ates the added analyses
and ou~ consideration of F_..MT’s feedbaclc

Washington $tate Liquor G~nt~ol Board 4
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Public Knowledge, LLC

Review of
Management
Stmcun:e &

Organization

Afur h/tinA aa
D~aor... t& Board adop~d a

m#tttio~ Io move to 60%
~orking hom~ iu D~oukw

The state of \V.aslfington, designated a "liquor control state% regulates
the manufacture, wholesale and retail dist~ibu don of liquor, wine, and
beez. The WSLCB, established in 1933, l~s a dual mission ofgeneratMg
revenue and protecth,g public safety..

After }firing m~ Administradv~ Director a~ overs~ opera~ns, dm d~ee-
membe~ B~d adopt~ a resolution to t~ve to 60% ~r~ hours
Dec~nbec 2~1_ Bg~d t~s ch~d dzd~ fo~s to ~E~, roles
~d adjudicate msponslb~fies. A revi~ of dm 1~,~ ~d
responsibilities of the Boa~ indicates ~at the B~ard confimms m-be
~xvolv~ hx ope=don~ a~ifi~ mxd

The AdmMistrative Dkector responslbili6es hxcbade mperdslon o£ s
responsibility for d,e Board approved budget, contract% purchase of
goods a~ services and od*er routine dudesdelegated by the Board.

%Ve researdxed the organizational ~’uc~re o£ sl s~ W~!~gton

~ne dk~tofs ~ voMn~ bo~ds/comt~sioim. Ozfly dze
h~ s~d ~d m~nbers who ~e s~ et~loy~.

...sta~abo~r, ~,2lumulr,,~t,~ tn ~ne~, s~ei~lde~ ~e pieced widl die pedo~tce ~ pro~ess
~~ ~pm~u qt~ of flxe ~LCB. Thee is, h0w~, concern that the Agency 1~ a

~ " constant, sl,~ ~sion dxat provides for ~mre ~ecdoll.

Alternatives for
~he Organizational

Stmctme and
Recommendations

Hv~ orga~adonal ~lt~mafives were considered, d~e drier sdecdon
cdt~rla being at, orga~fizafional stmcvare *ha, would e.nabl~ dze future
success of d~e \~7SLC13. Widx d~i~ m mind. we are recotmr~ndhigd,e
¢ontinuadoa of the ¢o~remt Board structure md furdler delegation o£
operational dudes m the A&nlnlstradve Dkector. The WSLCB shoed
t~msi6on ~ a voluntary. Bo~d structt~e at die contusion of the 2007
leg*shrive s~ssloz~

We recognize the WSIL:B is fach,g comidemble operational cha!leagcs.
Overcoming these challenge~ aad realizh,g pefformancc hnprovcments
will require gubexnatorial, legislative and stakeholder support fix d*e 2007
le~islat~e session. A trmtsido,, plm* ~ c.all~t £or to ~b’~fe die ~OlX~m~[

~lcc~s o£ the organlzation. \~LCB ~*!o.~ stroug support ofits
stakeholders and a precipitous move to a vokmtary board could
undermine ~upport arid d~,txact.A.getlcy, leaders}tip-from more important
tasks.
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Public Knowledge, LLC

Currendy, die Boa~d is con, dtuted widx no £orarrd requireanents £or
Board qualifications. Our review cot~idexed possible changes hxduding
requiriqg indusRT experience, geographical locadon requiremeazts, etc.
Ilowevex, ~e ~re recormnendlng no changes as die absence of statuto~
fequifetnents provides dze most flexibility h~ selecthlg dle be~t members.

Evaluation of the
WSLCB for

Performance and
Operational
Efliciencies

The WSLCB’s primary operational responsibili .ty is to ram,age the sale
and d~tribudon of alcoholic beverages and provide for public safety, in
the prevention of tim rmsuse of alcohol.

We conducted an evaluation of die WSLCB operations ~o detennkie
potential perfortrrance improvement~ and etTaciencies.
Evaluation criteria were developed and corresponding findings
documented.

In gene.ral, ,take|xolders are pleased wid~ flxe improvement~ behxg made
in tim Ageaxcy. A comparison of ~LCB wid~ other s~xiilar centre|
states reveals a high performing Agency. IIowever, diexe is a strong
lxaessa~,~ froth stakdzoldets dlat management must continue to develop
and hr)plernenc die .Agenc2es Strategic aid Retail Bus~ness plan or dzeie
~u~ce,s will likely not continue.

.Mdlough improving ope[ational polities and procedures recendy have
bccn a priority of the agcnw, our review found considerable
perforxnance problems k* die opexadonal env~ontnent hxcluding
incomplete operational policies and procedures, basic teCllllO|Ogy
infrastructure, litde or no useable matmgetrmnt data.and severe problems
ha die liquor mapply chain.

The WSLCB tnanages a retail buskless hx a goven~mental eaivlrommnt
w|~h ,rakes increasing profit mid hnpmvhlg operational efficiencies
much more difficult than dieir ¢qulvaleat i~x die pdvate sector.

Our recotntn~ndadons include researdfing the opportunities and fis~

r~uch~g sotne of die ~v~mnen~ com~m dxat ~e resMcdng dxeff
peffo~zce. Ilow~. k ~ crific~ dxat a p~t of d~ plmz be a v~ble
o~a~ons bus~s~ t~d¢l dxat w~ pmvM¢ for busfi~ss m~d ~dmolo~
Mfras~re fl,at w~l be ~e re.darien for ~dr success.

Wa~h.~gt~n S~a~e IAquot Gont~l Board 6
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Validation of
Revenue Growth
Projections and
Public Safety

Impacts

5% j~ tl~ mxt bkndara....

Appendices

l~t o~o~ sarans.

~ r~Ms. ..

Validadott of reveaue projecdoi~s revealed dxat when cot~l~
r~enu~ ~o~m~d reveres ov~ dxe pa~t ~u~ ~c~ ye~s
revetme ~o~as~ ~e wid~a 5% ofac~ fi~res. Ac~g revenues
exc~d~ ~crecas~ed revenues ~l e~h 0f dxe ~t four y~rs
appro~mr~ ~io. Revue for~ for dxe 2~-~07
pro~cr a 5.45% ~dx M ~6 m~d a 5.3% ~o~di in ~7.

Reveime forecasts lrave relied h~v~ on i~s~c~ d~ as a basis
de~rt~lg pro~c~. The X~LCB doe~ notp~oduce long-~rm
reven~ ~omcasm ~ ~mre rev~ue has r~mned fairly pr~ic*able.
Chm~s ~ st~fmg and ~c~xre xv~ provide kicre~ed risk of
Mcormct ~enue proje~d~t~ as die pa,~xv~l no lon~ be a
tim ~ ~prov~n~ ne~ ~ be ~de ~ dm qumlfi&, qu~ ~d
rellab~ of fl~ dam used to ~mge dm re~ stores.

Based on die analysis of die currant revetme forecasts aad historical per
capita COll~lt~doll t’a~s, dtexe is no iudlcatlon there will be a slg~flcant

’ ~crease hx llq~or ¢onsmnpobn. _N-at~onal studies on tiealth care indicate
d~ere is, significant ~rowdx ia alcohol-related ilhxesses. I£ d~e revexme
dls~rlbudon percentage to drug and alcoho! abuse t~eaunem preens is
not incxea~ed at essen6ally dxe ~ame rate as die ~o~vdx in healdxca~e
cost~, fewer individuals seekMg services will be able to receive diem each
yea[.

have provided a complete llst o£our sources and research in

A~p~xd~ A provides a cot~on of fiquor rondel s~ms,
ind~kxg five sepmam compm~ons:

1 Liquor Con~ol Bo~d

’ 2. A~/D~ion O~ado~ S~cmre;

3. Ag~/D~ision Funcdon~

4. X~mber o[~c~s~g Oude~;

App~ B provides fl~e de~ of fl~0 Agendas s~cmre ~d a

Appcn~ C provides the RC~Os ~d WAC’s rclev~t
off’aden ~ld mmmgetmnt

Appox~ D is a fist o£~e~ bestp~cd~s ~om conuol states;

.~p~d~ E is a ~s~ of s~eholder
or~afion or position in X~LCB~

App~ F is a list og ~u[ces us~

Washington ~State l.lqu, ot Control Eoatd 7
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Section I -Introduction
A. Purpose of the Study
Governor Chfisthxe Gregolre, in her reappoiatment letLer to d~o Wml~g~n Sm~ ~quor Cmx~ol
~fl ~LCB) Ci~, reco~d die pro~ess dxat die WSLC~ lind ~}~evod M refusing
dxe~ role ~ be a pofi~ ~oup, ~ ~nplem~x~g c~iV ofd~don, mid M ~}fie~g be~er resoume
u~zafi0n..~d~om~y, she asked for m~ ind~ad~t ~ and t~ott on flae fo~o~g k~- a~s:

¯ Conduct a review of die Board and the Y~.~LCB management structure and organlzadon;
¯ Prepare organizational alternatives including a recommended opthrval organlzadonal structure;
¯ Evaluat~ tim WSLCD for perfor~nanc~ and operational efficiencies; and
¯ Research and validate projections on revenue growdx for die next five t~ ten years and in light of

diose proFzc~otxs to identify, potenffal public safe ty. cimller~ges related to fliese projected tremds.

The WSLCB engaged Public Ifi,owled~, LLC in an assessment of its organization to fulGll
Gore\nor Gregolre’s request.

B. Audience
This documeax~provides findings mid ~¢commendations with regards to d~e key areas listed above to
the WSLCB Members, \~LCB Agency Management, and die Gov~nor’s Office.

C. Document Organization
This documesit is orgm~ized into seve~z sections. Those sections are;

Section

1. Introduction

2. Approach

3. Review of Mauagemeait
Structure and Organization

4. Alternatives for the WSLCB’s
Orgat~adonal Structure
Recoiranended Optimal
OrgaRiza tional Structure

5. Evaluation of die ~’S~.CB for
Performance and Operational

Defines purpose of the study., audie~ice for die report~ dm
organizadoa of die docmne~xt, and die project background.

Provides an overview of die WSLCB, criter/a and ~mdings
used to assess the organizational structure.
Provides orga~fizadotml altemadv, es and a recotmnended
organlzadotml structure,

Summarizes cri~d~used ~o assess ttm performance of
XVSLCB cotnpa~ed ~o similar states. Evaluates \VSLCB
operations and provides r~gorramndafiom for chants.

Washington 51a~� l.klUOZ Control Boa~ 8
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Section

6,Research/Validation o£
Proieetiorm on Revenue
Growth h~cludh~g Public Safety.
Impacts

7. Appendices

Contems

Provides doctan~ntafion and validation of the WSLCB
revenue £orecast process..Mso identifies potentlal public
safety, impacts from haceeased pcoiecced revenues.

¯ Appendix A provides a comparison of control states,
including five separate comparisons:

1. fa’quor Control Board StruCcur~
2. Ageazcy/Divisioiz Organizado~al Broad.re;

3. Agency/Divislo,z Functional Structure;
4. Number of Licensing Oudets; yard
5. £¢ffoananc¢ Comparison Dam;

¯ Appendix B provides thedetails of the Agenci’es smaca~e
m~d a currea~t orga~ationa! cirarg

¯ Appea~dix C provides tim RC-~V’. s and WAC’s relevant to
dxe ~g~SLCB 0rganization and management structure;

~ -~ILgndlxD is a list of retail best practices from control

Appendix E is a list of stakdzoldec interviews; and
respective oq3anizati0n or position ha ~;LCB;
Appendix F is a list o£so~ces ~sed to conduct research

D. Terminology

An undersk~mding of the following tertrm/8 necessary, to }~rve appropriate context for tiffs document

W~LCB

Board

Executi4c
Mamgemeat Team
Ex-offido

E~:cmal Stalmholdc~
hzt~nml Stakeholdcxs

Staff

Definition
¯ Liquor Control Board- A.gcmxic tc~a used to ~efcz to &c ~=i~t boa~

0~ �on~I
W~n Smtc ~oz Con~l Bo~d ~zch~s ~c ~d, Agen~ n~mg~nent

" Ap~&~cd m a ~on ~ ~ ~uk of ~o&~ o~chl pos~on such ~ a
a ~ ~ ~c c~h~c~ sm~ ~t cobol ~ ~fion m~ sa~ of alco~L

" h~hdcs WS~B Board m~ A~x~y n~mg~nen~

a ~nccs ~ smff hx ~c WS~.
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Section 2 - Approach

A. Gather Information
It is necessary, to ha~e a detailed understandhag of an of~?anizadon’s structure and operations ha
order to consider future alternatives md organizational knprovements. Public Knowledge, LLC
pexformed dae follo~vhag tas~ to gather ini~al iuformation on tim WSLCB:

¯ Reviewed rele~tnt documentation including-.
¯ .~gency report~;
¯ The WSLCB Strategic Plan;
¯ The WSLCB Retail Bushaess P]ml and other Divis;on Plans;
¯ Previous thi(d pa~ studies of the XVSLCB;
¯ Relevant statutes mad admlnlsttadve rules;

¯ Visited dxe WSLCB Distdbudoa Center; and
¯ Perfon~d h~terviewz as defined in dxe next ~ectlon.

A remit of the~e t~ks wag dae identificado,~ o£ ~everal prkiciple~ and legislative hatent dmt
hi, wrical .ly have guided dxe xv~rk of tim \~’SLCB. The,e principles h~lude:

¯ The WSLCB tin, a balanced mission ofpreventlng dae misuse of alcohol by controlling its.
diztelbution mad pro~dMg revenue to state a~x:t local govermnent dxrough sales and good
customer service;

¯ There are limits upon gubernatorial influence d~ough fl~e staggered t~rtm of ]5oard tnembers;
¯ There should be appropriate chec "l~.and balances among d~e Governor, Legislature, and dae

WSLCB;
¯ The WSLCB will be p~ohibited from dxe sthnuladon of demand for liquor conmmption; and
" Revenues should provide fundhxg for rides, cOtUldeS, healdi sexvlces; education prevention, mad

re~earda, as well asdin State General Fund.

The recommendations made in dais reportwill be compatible wid~ and support d!ose prMciples.

8. Develop Assessment Criteria and Conduct Interviews

The foundation of our org’mizadonai a~,e~ment wa~ a ~et of cdterJa for reviewing d~e currem
organization and pedorsnance of tlxe \VSLCB. The criteria were developed based on:

Our cxpen~ence completing stmilar assessments m otherpubhc agencms;
Infon~on ob~x~ ~om mdus~ b~tpr~d~s;
Docut~xmdon of oc~adot~ s~cmres hi odxer con~ol sm~s;
Su~esmd stmxd~ds for a~ssing non-profit bo~ds ~om ~ous so~ces; mad
Inm~i~s widx Bo~d m~nbers, ~e X~LCB A&~nis~e D~ector, ~d De~, X~LCB
t~m~rs mad ~tem~ st~et~lders.
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Pablic K~o~l~d~e~ LL~ conducted in~:e~fi~-s with:

¯ ~3oacd membersi
¯ WSLCB A&nMist~ative Dir~c @r~ Depu~ and Managerial staff;
¯ ChiefofStaff, Waslfington DeparunentofTransportadon~
¯ Waslfing~n Lotte~. Dkector;
¯ Executive Director, Oregon Liquor Commission;
¯ Washiagton~cegula~onr. agencies dlat utilize boards or commissioxLs as part o£ their organizado~ml

sm~ctm:e. They included:
¯ The \Vasl~gton Lottery, Commission,
¯ TI~ Washiag0~n Gambllng Commission;
¯ Tl~ \Vmhingt~n’ State Building Cod~ Council;
¯ The \Vasl~ington State Conse~ation Co~mnls~ion;
¯ TI= \Vasl&,gton State Board of Accountanq;
¯ . The Washington Sta~e IIorse Rachg Cotmnlssioth

¯ Washiagtoa State Liquor Control Boa~d private sector stakeholders i~fluding;
¯ The \Vasl~,gt~a B~er and W’me Wholesalexs Zssociadon;
¯ Wasl~,gton Association of Liquor .~ents;
¯ \Vad~gton Food hxdu~tqr;

¯ " Distillers Representatives Association;
¯ \Vaslm~gton Restaurant AsSociadon;
¯ \Vasl~gton Whm Commission and Win~ Institute,
,̄ LocalUnion 101;
¯ ~xecutive Diteeto~ of the _National ~Mcohol Beret-age Con~tot Associatioi% and
¯ Tim Waslfing~oa Stat~ Public ~nploye~s A~o¢iatlon.

Appeadlx E p~ovld¢~ a ~omplet¢ llst o£ stakeholder iaterviews, thek repce~entativ~ organlzatlom
raM/or i~ositions h, d~¢ grSLCB.

C. Determine Findings and Identify Recommendations

each crit¢fionwere based on f¢vi~s ~*d m~sis of WSLCB reports m*d edict
a su~¢y ofbe~t p~cdc~ h, od~r s~% comp~i~ns wifl, ofl~¢~ ~n~ol stat~, v~i~ to
Dis~udon Conic, i~ couat¢~t ~ Ore~n, cofis~t~t ~�~s across Mte~s

S~llO~e~ mid o~ ~efience widl pubic a~lc~s. The m~*~ of fl~ report pco~des.
~d r~ol~oxda~ns for d~, W~CB.

D. Prepare Draft Report and Review with WSLCB Executive
Management Team
The draft report and recotmneatdadons were presemted to r.he WSLCB Executive Maaagement
Team (EM’I). The assumptions and rationale for d~e recommendations was presen~d arid
discussed. F_~MT suggested some furd~er a~lyses, a~M dlesewe~e conqplet~d. Following die
presen ’radon, EMT m~mbexs provided general co~mnents, suggested cl~ges mid completed a bzief
m~ey assc~sing opMions on some die key mtlonale for the recormnondafiom. Tim d~aft
incorporates die added analys~s mid rev~ioa to die recotnmendadom based, mpart, oil tile
~uggesdons mid survey restdt~.
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Section 3 - Review of Management Structure and
Organization
This section provides an overview of the ~SLCB, a co~ison ~ od~ Wsst~go. State
¢o~ss[ons ~d bonds ~ die c~Ha and ~di~ used in our revi~v of d~e m~agement
s~re ~d o~ffon. Docuz~nm~on on the or~a~on~ s~c~e o£od~e~ con~ol states
£om~d h~ Appen~ _~

A. WSLCB Overview

Th~ 18d~ .~nendment to die Constitution of die U~ Sm~s ~med die s~m~mre,
~amport of Hquor mid be~, wlmt is cozm~ifly c~d ProifibidotL In 1933. the 21st
to d~e Consdm~on ¢nd~ ProlfibMon ~d pro~d~ sm~s comple~ au~od~ to ze~M~
dlsMbudon ~d s~e of ~quor. That ~m y~, the ~*aslmx~n S~ ~e p~ dm
Act cr~lg d~e ~z~t~xg~n Smt~ ~quor Conuol ~d. U~er dfis l~sl~n, con~ol
¯ s~ibudons w~ es~lished diou~x state ownorsl~p of hq~r stores mid ~ict r~la~oim for

esmb~Man~ diat sold l[~or, bee~. or

At the emd o£ 1934. diere were 46 state liquor stores, 105 contract stores and 6.400 licensed retailers
selling beer and wine. In 2005. ttlexe are" 161 state stores. 154 conlxact stores and approxhnately
13,500 licensed re oilers.

SVatcs arc dividcd hxto lxvo types of alcohol distx~hution: control stat~s and license statcs. Both typcs
of states regulate tim distribution mad sale of alcohoJ darough llcenshag of liquor oudees, lknidng
hours of operation, taxation and various odier methods. Control states, also known as monopolies,
differ from liceuse states, or open etxvhzomnert~s, as they actually take control of dm pcoduct at some
point m dle distribution cycle mid become die exdusive seller.

~Tashhagton state regulates die sale and dlslxibution o£ Mcoho~c beret.s d~ou#~ a dxee-der

. ~d oilier bu~xe~e, ~¢n~d ~.s~ spM~ must ob~ ~ spM~ ~om a s~-~l or co~t
fi~r stor~ B~ mad whie ~� d~ut~ mid ~dd b~ die p~ ~tor. G~oce~
bushxesses ~¢en~ ~ se~ bee~ ~d wMe mint buy dl~ p~oduc~. ~o/n a
disulbutor or hn~r, or a W~l~xgton wln~ ~r br~. Mm~cmre~ mad ~s~u~ts of
mdwhie ~e r~ked to m~ up d~ pdc~ a t~um of 10 percent above pto~cdon
acqulsidon ~s ~

In large part. control systems serve die dual mission of e~lsuring maxknum r~venue mid pro tectlng
die public d~rough conttolllqg die mmmfa~tu~e, dist~ibuti0n m~d retail sales of alcohol. As a collt~ol
state, Wasl~lgton bdieves tixat modera6on can best be achieved by neid~er proznothtg nor
encouraging tile consumption ofalcohol, b~t by prev.ntion oftnim~e dxrough education,
el]tfot’cell~.Ilt mid controlled distribution.

\Vaslffngtoa is one of eighteen states that control and regulate liquor at die wholesale level mid one
of dlirteen states dtat als~ control retail sales. \VSLCB is also responsible for die mforcement of

Wanigan S~, I,iquo~ Control Board 12

Resp to Costco RFP
P08514

TX587-018


